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Profile of the Economy

[Source: Of fice of Mac ro eco nomic Anal y sis]

Real gross domestic product (GDP)
Eco nomic growth con tin ued at a strong pace in 1999. Real

GDP in creased by 4.2 per cent over the year. For the fourth year in 
a row, it ex ceeded the 4 per cent mark. Not since the 1960s has
such a con sec u tive string oc curred. In Feb ru ary 2000, the ex pan -
sion reached 107 months, mak ing it the lon gest on re cord.

Growth ac cel er ated in the fourth quar ter of 1999 to a rapid
5.8 per cent an nual rate, based on pre lim i nary es ti mates.
Strength in that quar ter re flected an other large ad vance in con -
sumer spend ing, con tin ued in creases in in ven tory in vest ment
and ac cel er a tion in Fed eral Gov ern ment spend ing. Ex tra pur -
chases and in ven tory build ing in an tic i pa tion of year 2000
(Y2K) dis rup tions may have boosted re sults slightly. How -
ever, the im pact on real growth be cause of Y2K con cerns ap -
pears to be fairly small.

The grow ing for eign trade def i cit con tin ued to drag on the
econ omy in the fourth quar ter of 1999, sub tract ing 0.7 per -
cent age point from real growth. This de crease was the same as
in the third quar ter but less than the drag in the first half of
1999. Growth in busi ness in vest ment slowed in the fourth
quar ter be cause of con tin ued de clines in in vest ment in struc -
tures and a smaller in crease in pur chases of equip ment and
soft ware.

The na tional ac counts mea sures of in fla tion ac cel er ated in
the fourth quar ter. The GDP price in dex moved up at a 2.0 per -
cent an nual rate com pared with 1.1 per cent in the third quar ter. 

The core rate, ex clud ing food and en ergy, showed a sim i lar ac -
cel er a tion. Over all of 1999, how ever, price growth was a
mod er ate 1.6 per cent.
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Inflation
The in fla tion rate in creased a lit tle last year from the mod est

pace of the prior 2 years. The ac cel er a tion re sulted from a turn -
around in the en ergy area. Core in fla tion, ex clud ing food and
en ergy, slowed in 1999. Wage pres sures were held down by
strong pro duc tiv ity gains.

Con sumer prices rose by 2.7 per cent, fol low ing an in crease
of 1.6 per cent in 1998. Af ter de clin ing by 15 per cent in 1998,
prices jumped by al most 30 per cent for pe tro leum-based en -
ergy prod ucts in 1999. Core con sumer price in fla tion slowed
by one-half per cent age point to 1.9 per cent. That was the
small est yearly in crease since 1965. Food prices also rose by
1.9 per cent.

The pat tern of pro ducer prices for fin ished goods mir rored
de vel op ments at the con sumer level. The prices of fin ished
goods re mained un changed in 1998 but grew 3.0 per cent last

year. Core in fla tion eased from 2.5 per cent in 1998 to 1.9 per -
cent in 1999. This slow down was off set by a turn around in en -
ergy prices. Af ter de clin ing by al most 12 per cent in 1998,
en ergy prices rose by more than 18 per cent in 1999. Core
prices for crude and in ter me di ate goods in creased, fol low ing
de clines in 1998.

Hourly com pen sa tion in the nonfarm busi ness sec tor in -
creased by 4.4 per cent dur ing 1999. That rep re sented a sig nif i -
cant slow down from 5.3 per cent dur ing all of 1998.
Pro duc tiv ity grew by a healthy 3.3 per cent dur ing 1999. This
off set much of the rise in hourly com pen sa tion and lim ited the
in crease in unit la bor costs to 1.1 per cent. That was a 1.0 per -
cent age point re duc tion in growth from the pre vi ous 2 years.
The em ploy ment cost in dex for to tal com pen sa tion (a sep a rate
com pen sa tion mea sure com puted by the Bu reau of La bor Sta -
tis tics) rose by 3.4 per cent for the 12 month pe riod end ing in
De cem ber. This was the same as in 1998.
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Employment and unemployment
At the be gin ning of the first quar ter 2000, la bor mar kets re -

mained buoy ant. Job growth was strong and the un em ploy -
ment rate de clined to a new 30-year low. How ever, ev i dence
of wage pres sure was scant.

Growth of nonfarm p ay roll em ploy ment in creased in late
1999 and re mained strong into 2000. Job in creases av er aged
286,000 a month dur ing the fourth quar ter. This was sig nif i -

cantly faster than the 207,000 av er aged dur ing the first three
quar ters of 1999. In Jan u ary, em ploy ment soared by 387,000.
In part, a surge in con struc tion jobs on a sea son ally ad justed
ba sis re sult ing from mild win ter weather con trib uted to these
gains. Em ploy ment in man u fac tur ing and min ing rose af ter de -
clines be gin ning in early 1998. Jobs in the pri vate ser -
vice-producing sec tor con tinue to ex pand rap idly.
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Real disposable personal income
and consumer spending

Per sonal in come rose by 7.2 per cent in nom i nal terms in the
fourth quar ter of 1999. An in crease in farm sub si dies and a re -
bound in rental in come af ter losses caused by Hur ri cane Floyd
in the third quar ter boosted this rise. Dur ing all of 1999, per -
sonal in come in creased by 5.8 per cent in nom i nal terms, sim i -
lar to 1998’s growth. In creases in wages and sal a ries slowed to
about 6 per cent dur ing 1999 from 7 per cent dur ing 1998. How -
ever, in come from div i dends and in ter est was stron ger in 1999. 
In real terms, dis pos able (af ter-tax) per sonal in come rose by
3.7 per cent dur ing 1999. That was down from just above 4 per -
cent dur ing each of the pre vi ous 2 years. The slow down re -
flected higher in fla tion re sult ing from last year’s jump in oil
prices.

Real con sumer spend ing rose at a 5.3 per cent an nual rate in
the fourth quar ter of 1999 and by 5.4 per cent for the whole
year. In 1999, large spend ing in creases oc curred for dis cre -
tion ary items such as fur ni ture and ap pli ances, rec re ational
ser vices and cloth ing. In Jan u ary, re cord lev els of con sumer
con fi dence sug gest that the out look for fur ther gains in con -
sumer spend ing re mains rosy.

The greater in crease in spend ing than in dis pos able in come
pulled the per sonal sav ing rate down fur ther. It dropped from
2.1 per cent in the third quar ter of 1999 to 1.9 per cent in the
fourth quar ter. This was the low est fig ure in the his tory of the
se ries, which dates back to 1959. The sav ing rate has de clined
steadily from a re cent high of 8.7 per cent in 1992. This was pri -
mar ily be cause of the grow ing “wealth ef fect” re sult ing from
the rise in the stock mar ket. In creases in as set val ues are not
counted as in come in the na tional in come and prod uct ac -
counts, from which the cal cu la tion of sav ing is de rived. None -
the less, in creases in as set val ues con trib ute to the will ing ness
of con sum ers to spend. 

Industrial production
and capacity utilization

In dus trial pro duc tion in man u fac tur ing, min ing and util i ties
rose by 4.7 per cent over the 12 months of 1999. This growth
nearly dou bled the tepid 2.5 per cent gain re corded dur ing

1998. Ac cel er a tion in 1999 re flected a higher level of ac tiv ity
in the man u fac tur ing sec tor, which turned in a rel a tively weak
per for mance the pre vi ous year. It also re flected a min ing in -
dus try turn around from the sharply cur tailed out put in 1998.

The mo men tum in 1999 car ried into 2000. To tal in dus trial
out put surged by 1.0 per cent in Jan u ary. Man u fac turing pro -
duc tion ac counts for al most 89 per cent of to tal in dus trial out -
put. It grew by 0.9 per cent in Jan u ary, build ing on the 4.9
per cent rise in 1999. The strong Jan u ary ad vance stemmed pri -
mar ily from the du ra ble goods pro duc ing sec tor where large
gains were re corded in the mo tor ve hi cles and parts and high
tech in dus tries. Pro duc tion in the min ing in dus try in creased by 
1.0 per cent in Jan u ary, re flect ing the on go ing re cov ery in oil
and gas ex trac tion. In Feb ru ary 1999, oil and gas ex trac tion
bot tomed out af ter a year of sharp de clines brought on by fall -
ing oil prices. Since then, out put in that in dus try has in creased
by 6.9 per cent.

Sub stan tial pro duc tion gains com bined with slower ca pac ity 
build ing con tin ued to lift the in dus trial ca pac ity uti li za tion rate 
at the be gin ning of 2000. This rate in creased by 0.5 per cent age
point in Jan u ary to 81.6 per cent, the high est level since Au gust
1998. Con se quently, the ca pac ity uti li za tion rate is now just
2.8 per cent age points be low its cy cle high of 84.4 per cent and
only one-half point be low its long-term av er age of 82.1
per cent.

Nonfarm productivity and unit labor costs
Nonfarm busi ness pro duc tiv ity (real out put per hour

worked) surged at a 5.0 per cent an nual rate in both the third
and fourth quar ters of 1999. Dur ing all of 1999, pro duc tiv ity
ad vanced by 3.3 per cent (mea sured fourth quar ter to fourth
quar ter), its stron gest in crease since 1992. More im por tant
than a sin gle yearly read ing, how ever, is the fact that growth
over the past 4 years av er aged a rapid 2.8 per cent an nual rate.
This is nearly dou ble the 1.5 per cent pace av er aged from 1973
to 1995. 

Hourly com pen sa tion costs in the nonfarm busi ness sec tor
rose by 4.4 per cent dur ing 1999, down from a 5.3 per cent in -
crease dur ing 1998. The large gain in pro duc tiv ity off set most
of the rise in the cost of com pen sat ing la bor. As a re sult, la bor
costs per unit of out put rose by only 1.1 per cent dur ing 1999.

The un em ploy ment rate eased to 4.0 per cent in Jan u ary and
was the low est since the be gin ning of 1970, when un em ploy -
ment stood at 3.9 per cent. The share of the work ing-age pop u -
la tion em ployed reached a re cord-breaking 64.8 per cent in
Jan u ary 2000. Ac cord ing to these in di ca tors, the econ omy
con tin ues to op er ate at a very high level of la bor uti li za tion. 

Wage gains in nom i nal terms have re mained sur pris ingly
low. Al though av er age hourly earn ings of pro duc tion work ers
and other nonsupervisory work ers rose by a fairly strong 0.4

per cent to $13.50 in Jan u ary, earn ings have ad vanced by only
3.5 per cent over the past 12 months. This rep re sents a slow ing
from the 12-month growth of nearly 4-1/2 per cent in early
1998, which was an un usual de vel op ment in a pe riod of tight
la bor mar kets. Earn ings rose by about 1 per cent in real terms
over the past year. This rise ex tended the pos i tive read ings of
the past 5 years for the stron gest per for mance since the early
1970s. 
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This rep re sented a slow ing of ap prox i mately 1 per cent age
point from growth of about 2 per cent an nu ally dur ing the pre -
vi ous 2 years and was an im por tant fac tor in re strain ing
in fla tion.

Pro duc tiv ity in the man u fac tur ing sec tor also had a ban ner
year in 1999. Fac tory out put per hour soared at a 10.7 per cent
an nual rate in the fourth quar ter, bring ing the in crease for the
en tire year to 6.9 per cent. This was the stron gest an nual per -
for mance in the 41-year his tory of the se ries. Hourly com pen -
sa tion costs in man u fac tur ing rose by 5.1 per cent dur ing 1999,
but the in crease was more than off set by ris ing pro duc tiv ity.
As a re sult, unit la bor costs in this sec tor fell by 1.7 per cent
dur ing 1999. This ex tended a 6-year de clin ing trend that has
re duced fac tory unit la bor costs by a to tal of 8.0 per cent.

Current account balance
The cur rent ac count sum ma rizes U.S. in ter na tional trans ac -

tions, mea sur ing trade in goods and ser vices as well as the net
flow of in vest ment in come and net uni lat eral cur rent trans fers. 
Ex cept for a sur plus of $4.3 bil lion in 1991, the cur rent ac -
count has been in def i cit al most con tin u ously since the early
1980s. Since 1991, the def i cit wid ened sub stan tially. It
reached a re cord high in the first three quar ters of 1999 of
$319.3 bil lion at an an nual rate. That rep re sented a 3.5 per cent
share of GDP, an all-time high.

Over the past sev eral years, U.S. eco nomic growth has out -
paced that of our ma jor trad ing part ners, caus ing im ports to
grow much more rap idly than ex ports. The sharp ap pre ci a tion
of the dol lar from 1995 to 1997 wid ened the trade gap fur ther.
De te ri o ra tion in the cur rent ac count bal ance has pri mar ily re -
flected a deep en ing of the def i cit on trade in goods, which
swelled to $368.6 bil lion at an an nual rate in the third quar ter
of 1999. In 1999, higher prices for im ported oil con trib uted to
that de te ri o ra tion. In ad di tion, a pos i tive bal ance on in vest -
ment in come shifted to a neg a tive as the in flow of cap i tal into
the United States boosted pay ments of earn ings and in ter est to
for eign ers. The to tal cur rent ac count def i cit was $359.8 bil -
lion at an an nual rate in the third quar ter.

The cur rent ac count def i cit is matched by off set ting trans ac -
tions in the fi nan cial and cap i tal ac counts, plus a sta tis ti cal dis -
crep ancy. In third quar ter 1999, the fi nan cial ac count re corded 
a net in flow of $422.7 bil lion at an an nual rate. This was be -
cause fi nan cial in flows for for eign-owned as sets in the United
States far ex ceeded fi nan cial out flows for U.S.-owned as sets
abroad. Net cap i tal ac count trans ac tions were $0.7 bil lion at
an an nual rate, and the sta tis ti cal dis crep ancy was -$63.6
bil lion.

Exchange rate of the dollar
The ex change rate of the dol lar against a broad in dex of cur -

ren cies of im por tant U.S. trad ing part ners was fairly steady in
1999 and early 2000. This steady per for mance con trasts with
1998. In Au gust 1998, the value of the dol lar spiked be cause
of global fi nan cial un cer tainty and then dropped back sharply
once the cri sis had passed. Un til that cri sis, the dol lar had con -
sis tently ap pre ci ated against the broad in dex of im por tant
trad ing part ners since 1995.

The ex change rate of the dol lar against a more nar row range
of cur ren cies of ma jor U.S. trad ing part ners fol lowed a sim i lar
pat tern as the broad trade-weighted in dex but was some what
more vol a tile. These cur ren cies con sist of the euro plus those
of other ma jor part ners such as Can ada, Ja pan and the United
King dom. The dol lar ap pre ci ated against the ma jor cur ren cies
in dex by al most 5 per cent from Jan u ary 1999 un til July. Then
it dropped about 4-1/2 per cent through Oc to ber be fore mov -
ing back up 3.4 per cent by the mid dle of Feb ru ary.

The rel a tively flat per for mance of the dol lar in 1999 against
the ag gre gate in dex of ma jor cur ren cies masked di ver gent pat -
terns among in di vid ual cur ren cies. The dol lar ap pre ci ated by
more than 14 per cent from Jan u ary 1999 to Jan u ary 2000
against the euro, but de pre ci ated against the yen. Since its
most re cent peak in Au gust 1998, the ex change rate of the dol -
lar against the yen fell by more than 27 per cent through Jan u -
ary 2000. The yen has strength ened amid ex pec ta tions that a
re cov ery in the Jap a nese econ omy is im mi nent. In ad di tion,
strong for eign in ter est in Jap a nese eq ui ties helped aug ment
the yen’s rise.

Interest rates
The Fed eral Re serve in creased short-term in ter est rates three 

times in 1999. This re versed the eas ing moves made in 1998
dur ing the pe riod of global fi nan cial tur moil. In Feb ru ary 2000, 
the Fed eral Re serve in creased short-term rates by an other 25
ba sis points. It cited con cerns that a con tin ued trend of faster
growth in eco nomic de mand com pared to po ten tial sup ply
could fos ter in fla tion ary im bal ances. The lat est move brought
the fed eral funds tar get rate (the rate that banks charge one an -
other for over night bor row ing) to 5.75 per cent, 100 ba sis
points (1 per cent age point) higher than its level in Feb ru ary
1999. The dis count rate (the rate the Fed eral Re serve charges

banks for short-term funds) was raised to 5.25 per cent, 75 ba sis 
points (3/4 per cent age point) higher than a year ear lier. The
mar ket in ter est rate for the 3-month Trea sury bill, usu ally cen -
tered around the dis count rate level, was about 5.5 per cent in
early Feb ru ary.

Through 1999, rates on long-term Trea sury se cu ri ties in -
creased as eco nomic growth con tin ued to ex pand at a rapid
pace. The in ter est rate on the 10-year Trea sury note rose from
about 4.7 per cent at the end of 1998 to al most 6.3 per cent at the
end of 1999. The rate on the bench mark 30-year Trea sury bond
rose from 5.1 per cent in De cem ber 1998 to 6.4 per cent in De -
cem ber 1999. In early 2000, yields, which move in versely to
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Housing
Housing has re mained one of the stron gest sec tors of the

econ omy in the past few years. Growth was fu eled by ex cep -
tion ally low mort gage in ter est rates, sound eco nomic fun da -
men tals such as grow ing em ploy ment and in come, and wealth
ef fects from ris ing stock prices. Sev eral in di ca tors of hous ing
ac tiv ity reached ex pan sion peaks in 1999. Much of this
strength was con cen trated in the first half, and ac tiv ity mod er -
ated through most of the rest of the year as mort gage in ter est
rates in creased. Late in 1999, the pace of ac tiv ity picked up
again and that growth car ried for ward into 2000.

Sales of new sin gle-family homes posted a new re cord in
1999 of 904,000. This was about 2 per cent higher than the to tal 
in 1998, when new home sales rose by al most 10 per cent. Re -
sales of ex ist ing homes also reached a new re cord last year,
climb ing 4.5 per cent above the 1998 to tal to 5.2 mil lion. Home 
sales were stron gest dur ing the early part of 1999, af ter which
the sell ing pace slowed. Ris ing mort gage in ter est rates were
largely re spon si ble for the de creas ing de mand. 

The ex traor di nary level of home sales last year led to a fur -
ther in crease in the num ber o f  home own ers. T h e
homeownership rate rose to 67.0 per cent in the fi nal quar ter of
1999, an all-time re cord.

Con struc tion of new hous ing units rose to 1.66 mil lion in
1999, the high est an nual to tal since 1986. Starts of
multi-family units de clined slightly while starts of sin -
gle-family homes rose al most 5 per cent to a 21-year peak.
Con struc tion was stron gest in the first quar ter of 1999, boosted 
by an un usu ally mild win ter. Starts ta pered off dur ing the
spring and sum mer but surged again late in the year. That
strength per sisted early in 2000.

Federal budget
Af ter 28 years of con sec u tive def i cits, the Fed eral bud get

posted a sec ond straight sur plus in fis cal 1999. The fis cal 1999
sur plus was $124 bil lion, more than $55 bil lion above the sur -
plus in fis cal 1998. These back-to-back sur pluses, the first
since 1956 and 1957, re sulted in a nearly $140 bil lion re duc -
tion in the amount of Fed eral debt held by the pub lic. Strong
eco nomic growth and pas sage of def i cit re duc tion pro grams
re sulted in these bud get sur pluses and a steady de cline in the
def i cit since the all-time high of $290 bil lion in fis cal 1992.

Since 1992, the growth of Fed eral out lays was con tained
while re ceipts were boosted by the rapid ex pan sion in jobs and
in come and cap i tal gains. In fis cal 1999, re ceipts rose by a
healthy 6.1 per cent, al though this was less than the 9.0 per cent

bond prices, de clined as the price of the se cu ri ties rose. This
was true es pe cially for the 30-year bond. The higher prices
largely re flected Trea sury’s scal ing back of new long-term
debt is su ance and an nounce ment of fu ture buy backs be cause
of grow ing bud get sur pluses. 

Mort gage rates also in creased through 1999 and into 2000.
The in ter est rate on a con ven tional 30-year fixed rate loan rose
from 6.8 per cent in Jan u ary 1999 to 8.2 per cent in Jan u ary
2000. Ris ing mort gage in ter est rates re duced hous ing ac tiv ity
over 1999, but the mar ket re mained firm head ing into 2000.
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Net national saving and investment
Net na tional sav ing av er aged 7.4 per cent of net na tional

prod uct (NNP) in the first three quar ters of 1999. This was
about the same as the 7.5 per cent for all of 1998. (Net sav ing
and NNP ex clude de pre ci a tion to re place wornout or ob so lete
equip ment, soft ware and
struc tures used in pro duc -
tion.) These sav ing rates are
nearly dou ble the post-World
War II low of 3.9 per cent
reached in 1992 and 1993.
The Fed eral bud get’s swing
from large def i cits into sur -
plus has more than ac counted 
for the im prove ment. As a re -
sult, the pub lic sec tor has
moved from dissaving equiv -
a lent to 5.4 per cent of NNP in
1992 to sav ing of 2.0 per cent
through the first three quar -
ters of 1999. De spite the
prog ress, net sav ing still re -
mains well be low the 12 per -
cent of NNP av er aged in the
1960s. 

Since 1992, pri vate sav ing has de clined as a sharp de crease
in house hold sav ing has more than off set a gain in cor po rate
sav ing. In creased wealth, gen er ated by a surg ing stock mar ket, 
is an im por tant fac tor in the re duced de sire of house holds to
save out of cur rent in come. In the first three quar ters of 1999,
per sonal sav ing was equiv a lent to only 2.1 per cent of NNP,

down from 7.4 per cent in 1992.
Growth of cor po rate prof its, on
the other hand, lifted net cor po -
rate sav ing from 2.2 per cent of
NNP in 1992 to 3.3 per cent in
1999. 

Net do mes tic in vest ment (by
Gov ern ment and pri vate in dus -
try in struc tures, equip ment,
soft ware and in ven tory) in -
creased. It rose from 5.2 per -
cent of NNP in 1991 to 9.5
per cent in both 1998 and the
first three quar ters of 1999. In -
ves tors from abroad fi nanced a
large por tion of this in vest -
ment. U.S. net for eign in vest -
ment swung from +0.3 per cent
of NNP in 1991 to -3.7 per cent
in 1999. 
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in crease in fis cal 1998 and the slow est since 1993. A de cline in
net cor po rate tax pay ments of 2.1 per cent was mainly re spon si -
ble for the slow down. Growth in in di vid ual tax re ceipts mod er -
ated as well. Growth in out lays was held to 3.0 per cent, slightly 
less than the in crease in fis cal 1998. Out lays in re la tion to GDP
dipped to 18.7 per cent in fis cal 1999, the low est ra tio in 25
years.

The Ad min is tra tion’s “Fis cal Year 2001 Bud get” fore casts
that sur pluses will con tinue. By di rect ing the sur pluses to ward
con tin ued debt re duc tion, firm ing the long-run sol vency of So -
cial Se cu rity and Medicare, and mak ing in vest ments that
would en hance the eco nomic ex pan sion, the pres ent $3.6 tril -
lion debt held by the pub lic is pro jected to be paid off com -
pletely by 2013.


